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the basis of the entire system and not
by considering the cost of separate ex-
tensions to or parts thereof; the appli-
cant publicly announces a plan for ex-
tending service to areas not initially
receiving service from the system; and
potential users located in the areas not
to be initially served receive written
notice from the applicant that service
will not be provided until such time as
it is economically feasible to do so.

(b) Should the Agency determine
that inequities exist within the appli-
cants service area for the same type
service proposed (i.e., water or waste
disposal) such inequities will be rem-
edied by the applicant prior to loan or
grant approval or included as part of
the project. Inequities are defined as
unjustified variations in availability,
adequacy or quality of service. User
rate schedules for portions of existing
systems that were developed under dif-
ferent financing, rates, terms or condi-
tions do not necessarily constitute in-
equities.

(c) Developers are normally expected
to provide utility-type facilities in new
or developing areas in compliance with
appropriate State statutes. RUS fi-
nancing will be considered to an eligi-
ble applicant only in such cases when
failure to complete development would
result in an adverse economic condi-
tion for the rural area (not the commu-
nity being developed); the proposal is
necessary to the success of a current
area development plan; and loan repay-
ment can be assured by:

(1) The applicant already having suf-
ficient assured revenues to repay the
loan; or

(2) Developers providing a bond or
escrowed security deposit as a guar-
antee sufficient to meet expenses at-
tributable to the area in question until
a sufficient number of the building
sites are occupied and connected to the
facility to provide enough revenues to
meet operating, maintenance, debt
service, and reserve requirements.
Such guarantees from developers will
meet the requirements in
§1780.39(c)(4)(ii); or

(3) Developers paying cash for the in-
creased capital cost and any increased
operating expenses until the devel-
oping area will support the increased
costs; or

§1780.13

(4) The full faith and credit of a pub-
lic body where the debt is evidenced by
general obligation bonds; or

(5) The loan is to a public body evi-
denced by a pledge of tax revenue or as-
sessments; or

(6) The user charges can become a
lien upon the property being served and
income from such lien can be collected
in sufficient time to be used for its in-
tended purposes.

§1780.12 [Reserved]

§1780.13 Rates and terms.

(a) General. (1) Bach loan will bear in-
terest at the rate prescribed in RD In-
struction 440.1, exhibit B. The interest
rates will be set by the Agency for each
quarter of the fiscal year. All rates will
be adjusted to the nearest one-eighth
of one per centum. The rate will be the
lower of the rate in effect at the time
of loan approval or the rate in effect at
the time of loan closing unless the ap-
plicant otherwise chooses.

(2) If the interest rate is to be that in
effect at loan closing on a loan involv-
ing multiple advances of RUS funds
using temporary debt instruments, the
interest rate charged shall be that in
effect on the date when the first tem-
porary debt instrument is issued.

(3) For a loan for a specific project
that has been approved, but not closed
on or before May 22, 2008, the rate
structure in effect at that time will de-
termine the interest rates. For loans
approved on or after May 23, 2008, a
percentage of the market rate will be
used to determine the poverty and in-
termediate interest rates.

(b) Poverty rate. The poverty interest
rate will not exceed 5 per centum per
annum. Loans approved on or after
May 23, 2008, will have the poverty in-
terest rate set at 60 percent of the mar-
ket rate. All poverty rate loans must
comply with the following conditions:

(1) The primary purpose of the loan is
to upgrade existing facilities or con-
struct new facilities required to meet
applicable health or sanitary stand-
ards; and

(2) The median household income of
the service area is below the higher of
the poverty line, or 80 percent of the
Statewide nonmetropolitan median
household income.
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§1780.14

(c) Intermediate rate. The inter-
mediate interest rate will not exceed 7
percent per annum. For a loan for a
specific project that has been approved,
but not closed on or before May 22,
2008, the intermediate rate is the pov-
erty rate plus one-half of the difference
between the poverty rate and the mar-
ket rate, not to exceed 7 percent per
annum. Loans approved on or after
May 23, 2008, will have the inter-
mediate interest rate set at 80 percent
of the market rate. The intermediate
interest rate will apply to loans that
do not meet the requirements for the
poverty rate and for which the median
household income of the service area is
not more than 100 percent of the non-
metropolitan median household income
of the State.

(d) Market rate. The market interest
rate will be set using as guidance the
average of the Bond Buyer (11-GO
Bond) Index for the four weeks prior to
the first Friday of the last month be-
fore the beginning of the quarter. The
market rate will apply to all loans that
do not qualify for a different rate under
paragraph (b) or (¢) of this section.

(e) Repayment terms. The loan repay-
ment period shall not exceed the useful
life of the facility, State statute or 40
years from the date of the note or
bond, whichever is less. Where RUS
grant funds are used in connection
with an RUS loan, the loan will be for
the maximum term permitted by this
part, State statute, or the useful life of
the facility, whichever is less, unless
there is an exceptional case where cir-
cumstances justify making an RUS
loan for less than the maximum term
permitted. In such cases, the reasons
must be fully documented.

(1) Principal payments may be de-
ferred in whole or in part for a period
not to exceed 36 months following the
date the first interest installment is
due. If for any reason it appears nec-
essary to permit a longer period of
deferment, the Agency may authorize
such deferment. Deferments of prin-
cipal will not be used to:

(i) Postpone the levying of taxes or
assessments;

(ii) Delay collection of the full rates
which the borrower has agreed to
charge users for its services as soon as
those services become available;

7 CFR Ch. XVII (1-1-10 Edition)

(iii) Create reserves for normal oper-
ation and maintenance;

(iv) Make any capital improvements
except those approved by the Agency
which are determined to be essential to
the repayment of the loan or to main-
tain adequate security; and

(v) Make payment on other debt.

(2) Payment date. Loan payments will
be scheduled to coincide with income
availability and be in accordance with
State law. If State law only permits
principal plus interest (P&I) type
bonds, annual or semiannual payments
will be used. Insofar as practical
monthly payments will be scheduled
one full month following the date of
loan closing; or semiannual or annual
payments will be scheduled six or
twelve full months, respectively, fol-
lowing the date of loan closing or any
deferment period. Due dates falling on
the 29th, 30th or 31st day of the month
will be avoided.

(3) In all cases, including those in
which RUS is jointly financing with
another lender, the RUS payments of
principal and interest should approxi-
mate amortized installments.

[62 FR 33478, June 19, 1997, as amended at 74
FR 395, Jan. 6, 2009]

§1780.14 Security.

Loans will be secured by the best se-
curity position practicable in a manner
which will adequately protect the in-
terest of RUS during the repayment pe-
riod of the loan. Specific security re-
quirements for each loan will be in-
cluded in a letter of conditions.

(a) Public bodies. Loans to such bor-
rowers, including Federally recognized
Indian tribes as appropriate, will be
evidenced by notes, bonds, warrants, or
other contractual obligations as may
be authorized by relevant laws and by
borrower’s documents, resolutions, and
ordinances. Security, in the following
order of preference, will consist of:

(1) The full faith and credit of the
borrower when the debt is evidenced by
general obligation bonds; and/or

(2) Pledges of taxes or assessments;
and/or

(3) Pledges of facility revenue and,
when it is the customary financial
practice in the State, liens will be
taken on the interest of the applicant
in all land, easements, rights-of-way,
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